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THE National Petroleum Exploration and Production Policy 2009 is aimed at encouraging direct foreign investment and promoting local participation including 50 per cent of non-skilled jobs for locals. 

Under the policy, legislators in their respective areas of oil exploration and the district administrations are empowered to spend the ‘production bonus’ on social development. Earlier, the federal government had the authority to do so. The new policy committees headed by district coordination officers would include MNAs as members.

But a careful reading of the policy document shows that the Petroleum Policy 2009 is designed primarily to encourage foreign companies to invest rather than targeting the socio-economic progress of the local people from whose area the resources will be extracted. Currently, there are as many as 42 companies, mostly international or their joint ventures with local investors with 119 exploration licenses and 127 leases. Yet the desired results have not been achieved. 

The 2009 policy is not much different from 2007 policy, which was drafted and finalised by foreign consultants in 14 months at a cost of over $500,000 and has failed to attract investment. Not even a single exploration license was issued under 2007 policy over the past two years. The exploration activities had remained stagnant because the petroleum policy of 2007 had ignored local companies. 

Under the new policy, oil companies would have to pay 12.5 per cent royalty and 40 per cent income tax to the government and the criteria for pre-qualifications have been simplified. Discount during the extended well test (EWT) phase has been reduced to 10 from 15 per cent to encourage companies for early production and the bids will be evaluated on the basis of best work programme. 

The policy envisages payment of royalty at the rate of 12.5 per cent of the value of petroleum at the field gate. The royalty will be paid on liquid and gaseous hydrocarbons (LPG, NGL, solvent oil, gasoline and others) as well as substances like sulphur produced in association with the hydrocarbons. The lease rent will not be deducted from the royalty. Tax on income will be payable at a rate of 40 per cent of profit or gains in accordance with the 5th schedule of the Income Tax Ordinance, 2001. Royalties will be treated as an expense for the purpose of determination of income tax liability.

Small local companies will be allowed to join consortiums with exploration and production (E&P) companies as non-operator in order to gain necessary industry experience and expand their capacity to take on operating roles in future. If a local company does not have requisite operating experience it will be required to enter into an agreement with an internationally renowned E&P/services company or produce a technical and management team of calibre with proven track record of overseeing and managing operations in the international petroleum industry.

If the current crude price is fixed at $50 a barrel, exploration and production companies will get $4.08 per MMBTU (million metric British thermal unit) under the new policy, compared to $3.65 per MMBTU offered under the 2007 petroleum policy and $2.99 under the 2001 policy in zone-I. For the zone-II, the government has offered $3.82 per MMBTU to the companies, compared to $3.35 per MMBTU in the 2007 policy and $2.8 per MMBTU in the 2001 policy. For zone-III, the companies will get $3.55 per MMBTU, compared to $3.1 per MMBTU in the 2007 policy and $2.61 per MMBTU in 2001.

The new policy also focuses on corporate social responsibility (CSR) by raising social welfare obligation in exploration phases by $5,000 in every zone i.e. from $25,000 to $30,000 a year..

The government wants exploration of more areas in Sindh, Balochistan and Pakhtoonkhwa. Security problems have hampered exploration work in the past but now the PPP government in Balochistan is holding talks with Baloch leaders and trying to get security clearance for 16 of the 25 blocks where activities were stopped. The seismic survey of Dhaddar block in Balochistan was completed in 2004, but the well could not be drilled because of the law and order situation. However, with the support of local stakeholders, work has started last week. The government spent over $5 million to provide security to a single block over its life of three to four years. If there is a solution of the issues of the ownership of resources, the money can be spent on the people of the area who, in return, would ensure a safe environment for exploration activities.

Recently, a leading rights-based civil society organisation; ActionAid Pakistan arranged a wide range of consultations in Sindh, Balochistan and Islamabad to review the policy from the perspective of people’s rights. The consensus was that the government should recognise local people’s rights over their natural resources. 

The new policy has offered lucrative incentives to the oil companies while the provisions about the community development are quite vague. The oil and gas extraction entails environmental disasters. However, the policy does not take such disasters into account. It is ironical that the districts of Sindh and Balochistan making most significant contribution to the national output of oil and gas are the most poor and backward areas in terms of human development index. 

While the current policy says that priority will be given to providing jobs to the locals by the oil and gas companies in their areas, complaints abound about employment of locals. The policy offers nothing to redress the grievances during the course of its implementation. There should be constitutional guarantee of the protection of people’s right and there should not be open handed sale of province’s coastal and off-shore resources to oil corporations. The local people of any area were the real owners of resources. The policy did not recognise their right over their resources. 

The contribution of Sindh in the overall production of oil is 56.36 per cent, whereas in the gas production it is 70.77 per cent. But the oil and gas producing districts of Sindh including Badin, Dadu, Qambar-Shahdadkot, Tando Muhammad Khan and rural Hyderabad are facing worst poverty. 

The Policy recommended an implementation committee to be headed by federal minister of petroleum and natural resources including the director general petroleum concession and a number of bureaucrats but not the representatives from the affected communities and provinces. 

While the foreign companies are supposed to pay certain amount as production bonus for community welfare, the public companies have been exempted. There are two pages in the policy dedicated to maintaining data secrecy, which is clear violation of the right to information. Exploration and extraction of petroleum resources has nothing to do with national security. 

The community and the civil society representatives point out the numerous flaws in petroleum exploration and production policy-2009 with regard to the investment in the local community welfare, provision of jobs, production bonus, protection of environment and livelihood resource. While demanding that the policy should be reviewed to help fulfill oil and gas companies’ obligations towards local communities, they said the government was issuing unlimited licenses for off-shore exploration without taking people of the coastal belt of Sindh including Karachi, Thatta and Badin into confidence. 

As per constitution, President of Pakistan is authorised to make agreements with the companies under Petroleum Concession Agreement (PCA). It is time for the present democratic government to grant these powers to the respective provincial assemblies. 

